International 
Marketing Information 
Series 


4.4 sb 
Sie” 


Foreign Economic Trends 
and Their Implications 
for the United States 


BANGLADESH 


July 1978 
Frequency: Annual 
Supersedes: 77-034 


Prepared by 
American Embassy 
DACCA 


Tes of 


Prepared by the U.S. Foreign Service, 
U.S. Department of State, and released by the 


U.S. Department of Commerce 


INDUSTRY AND TRADE ADMINISTRATION 





Bangladesh Key Economic Indicators: All values in U.S. dollars million and 


represent the fiscal year (July 1-June 30) except as otherwise noted. An 
exchange rate of $1 = Taka 15 was used. 


INCOME, PRODUCTION & EMPLOYMENT 1975/76 1976/77 1977/78! 
GDP at current prices $6,758 $6,641 $7,172 
GDP/capita 83 80 85 
Population (millions) 81 83 85 
Foodgrain production (million tons) 12.6 31.5 13 
Foodgrain imports (million tons) 1.4 .78 1.8 
Fiscal year-end stocks 82 3] 67 
Index of industrial production 89 97 105 
(1969/70 = 100) 
Labor force (millions) 26 28 29 
Average daily industrial wage 96 94 N/A 
(Dacca skilled industrial 
workers) ($ units) 


MONEY & PRICES 

Money supply (demand deposits, 613 687 
currency outstanding) 

Cost of living index. Dacca middle 380 383 
class (1969/70 = 100 annual average) 

Interest rates (at end fiscal year): 
Bangladesh Bank discount rate 8% 8% 
Scheduled (commercial) bank 12-13% 11-12% 


BALANCE OF PAYMENTS & TRADE 

Foreign exchange reserves at end 223 310 
of fiscal year 

External public debt 1,366 2,040 

Annual debt service - - 

Balance of trade: 
Exports 381 422 
U.S. share4 54 64 
Imports 1,265 865 
U.S. share# 382 117 


All FY 1978 data are provisional. 

As of March 1978. 

IMF estimate. 

Calendar years 1975, 1976, 1977 (source: USDOC). 


SOURCES: 

-- World Bank, Bangladesh: Current Economic Trends, April 1978. 

-- IMF, Recent Economic Developments, June 1978. 

-- Government of Bangladesh, Monthly Statistical Bulletin. 

-- U.S. Department of Commerce, Highlights of U.S. Trade, U.S. Foreign Trade Annual. 





SUMMARY: Bangladesh made some headway in 1977/78 in its struggle against 
formidable problems of poverty and under-development. It was the best year 
since Independence for this small, densely populated and poor agricultural 
nation of 85 million people. GDP grew eight percent, thanks to a healthy 

13 percent increase in foodgrain production, the key economic indicator, 

and other sectors showed increasing strength. Since 1973 foodgrain produc- 
tion has grown at 4.5 percent annually, exceeding the population growth 

rate of 2.8 percent. This trend and the bumper harvest of 1977/78, a result 
of good weather and sound government policies, show that -- at least in the 
short term -- progress can be made toward self sufficiency in food and some 
improvement in welfare for the masses. 


Other positive economic signs in 1977/78 were a 17 percent boost in exports 
to about $497 million, paced by strong world demand for Bangladesh's major 
exports -- jute goods, jute and tea. Imports, mostly raw materials, indus- 
trial goods and foodgrain, rose 47 percent to almost $1.3 billion -- a sign 
of economic awakening. But the $800 million trade gap, most of which will 
be met with foreign aid, shows the continuing basic weakness of Bangladesh's 
economy. Total aid in 1978/79 will be about $1.2 billion, including over 
$175 million from the U.S. Large aid flows are expected to continue although 
absorptive capacity remains limited. Debt service is tolerable, but will 
expand in the future and the Bangladesh Government (BDG) seeks debt relief. 
Prudent fiscal policies have kept inflation between ten to fifteen percent 
during the last two years although it is currently running slightly higher. 
A budget deficit of $83 million, about eight percent over planned expendi- 
tures, is expected in 1977/78. Private domestic and foreign investment grew 
more rapidly in 1977/78 because of favorable government policies, but the 
amount remains small compared to the need. 


Although development prospects for the next few years are moderately encourag- 
ing because of proven possibilities for agricultural growth, many critical 
problems must be overcome to ensure long-range development. Population 
growth must be slowed by more vigorous family planning programs. A broader 
export sector must be developed and more local funds mobilized to overcome 
dependence on aid. Major reforms are needed in the deficit-ridden state 
sector which controls most of Bangladesh's industry, and private enterprise 
must be given a larger role. Finally, Bangladesh must make much greater 
efforts to extend the benefits of development to its poor rural majority to 
mobilize their productive energies and to ease the growing burdens of land- 
lessness, unemployment and extreme poverty. 





There continue to be opportunities for U.S. companies to export commodities 
and equipment to Bangladesh, especially under PL-480, IDA and other aid 

sources, and to compete for aid-financed consulting and construction contracts. 
There are also selected investment opportunities. 


CURRENT ECONOMIC SITUATION AND TRENDS 


General: Since its violent birth in 1971, Bangladesh has symbolized the 
gravest problems of the poor developing nations -- dense and rapidly growing 
population, extreme poverty and malnutrition, chronic food deficits, low 
productivity, an erratic disaster-prone climate, reliance on one uncertain 
product -- jute -- for exports, weak infrastructure and few natural resources. 


The statistics readily confirm these massive problems. Bangladesh's 85 
million people occupy an area about the size of Wisconsin. The population is 
growing at a steep 2.8 percent a year and is expected to double before 

the vear 2050 even if zero population growth is achieved by 1990, which is 
highly unlikely. One of five children dies before age five. Life expectancy 
is 45. Illiteracy. is 78 percent. Per capita food production and GDP ($85 

in 1977/78), although rising again, have not yet recovered to 1970 levels. 


Rural and urban poverty have increased drastically since the 1960's and over 
half of all families are malnourished in terms of minimum calorie intake. 
Thirty-eight percent of the labor force of 29 million is unemployed or under- 
employed, and the number of job seekers is growing twice as fast as new jobs 
are created. Nearly half of all rural households are landless. 


Yet progress has been made in recent years, even in the face of these grim 
statistics. After a period of economic mismanagement and decline following 
Independence, the BDG launched a series of reforms beginning in 1975 which 
achieved stability and, more recently, growth in several areas, especially 
agriculture. There is now hope that a development strategy based on 
increased food production, using fertilizer-responsive high yield seed 
varieties, can help alleviate poverty and unemployment. More jobs and 
income from agriculture would create new consumer demand which could in 
turn trigger growth in services and small scale industry. 


Many difficult conditions must be met to make this agriculture-based develop- 
ment scenario succeed in the long run. Above all the birth rate must be 
reduced or gains may be erased. The BDG's performance in family planning 

has been weak thus far and a much more strenuous effort is needed. Increased 
water control and irrigation are essential to curtail periodic flooding and 
to provide more water for dry season cultivation where great production gains 





are possible. Eventually harnessing the great rivers which flow through 
Bangladesh, under international arrangements, could transform this highly 
fertile country into a surplus producer. Success of the BDG's agricultural 
growth strategy as the key to sustained development will also require 
greater incentives and opportunities for the poor majority to earn and 
produce. Bangladesh now relies heavily on foreign aid, which pays for 
roughly two-thirds of its imports. Eventually it must develop a diversified 
export sector to earn the foreign exchange it needs. It must also mobilize 
more domestic resources, in place of aid, through taxation, increased savings 
and elimination of subsidies. The present costly and unproductive system 

of state ownership of major industries and controls in many sectors must 
yield a much greater role to private investment and initiative. Finally, 
the BDG must spend more on training, especially primary and vocational 
education, and provide greater incentives for talented Bangladeshis who 

are now emigrating in significant numbers to invest their futures at home. 
Overcoming these obstacles to development will demand great effort over many 
years, but the potential exists for Bangladesh to meet the challenge. 


Agriculture, Rural Growth Strategy and Food Policy: Thanks to excellent 


weather, a new and successful price support policy, fertilizer and expanded 
credit, foodgrain production grew 13 percent in 1977/78, after an eight per- 
cent decline last year. This year's estimated harvest of 13.4 million tons, 
of which 97 percent was rice, represents a post-independence record. Pro- 
duction of wheat, a promising new crop, rose 60 percent to 400,000 tons. 

But per capita foodgrain availability this year was still ten percent below 
the level of 1970 and Bangladesh was forced to import 1.85 million tons of 
grain, or 12 percent of its needs, to feed its people. Production of raw 
jute, the major export crop, grew from 4.8 million to 5.2 million bales due 
to increased acreage and an intensive cultivation scheme, but production is 
still 28 percent below the 1970 level. This year acreage has expanded again 
and the crop could reach six million bales. Other crops produced in Bangla- 
desh are tea, sugar cane, pulses, rape and mustard seed, tobacco, spices, 
potatoes and various fruits and vegetables. 


Increased food production is the key to development in Bangladesh. Ninety 
percent of rural people earn their livelihoods from agriculture which con- 
tributes 60 percent of GDP. Without steady growth in food production Bangla- 
desh will become even more dependent on imports from donors and vulnerable 

to famine if imports are not available. Agriculture has the best potential 
for creating new jobs, although it cannot alone solve Bangladesh's serious 
unemployment problem, and only agriculture growth can provide increased 
purchasing power for the rural masses which is essential to create a market 
for growth in services and manufacturing. 





Bangladesh's agricultural yields are among Asia's lowest -- for several 
reasons. During the June-September monsoon Bangladesh's interlinked river 
systems are subject to frequent, uncontrolled flooding. Cyclones and tidal 
waves are a frequent threat. Yet during the dry season there is too little 
water. Although there are a few large landowners, ownership is skewed and 
increasingly fragmented and landlessness and population grow apace. 


Notwithstanding these formidable problems, the means are available to win 
the race against hunger and begin a process of sustained rural growth. 
Experience has shown that with improved water control, more fertilizer and 
the use of high yielding varieties (HYVs), dramatic increases in rice pro- 
duction are possible, especially in the dry season "boro" crop. HYVs also 
require more labor and can help alleviate the critical unemployment problem. 
The BDG has set a target of foodgrain self-sufficiency by 1985 which implies 
an optimistic annual growth rate of 4.9 percent. To approach this, several 
conditions must be met. Farmers must be guaranteed adequate incentive 
prices to enable investment in HYV inputs. More fertilizer must be made 
available. (Current usage of 45 lbs. per acre is the lowest in Asia.) 
Irrigation and water control must be expanded through more canal and earth- 
work construction and greater use of tubewells and pumps. Credit must be 
available to more farmers, including marginal cultivators and sharecroppers 
who in the past have not been able to purchase HYV inputs. This year the 
government's new $66 million rural credit program helped spur production 

but few small farmers or sharecroppers benefited. In the long run as pop- 
ulation and landlessness increase, it may also be necessary to evolve new 
systems of landholding and production, although simple redistribution, given 
the high density of population, would probably be unworkable. 


The BDG sells rice, wheat and other food at highly subsidized prices to about 
22 percent of the urban and rural populace,in both upper and lower income 
groups, who hold ration cards. In the past this system has depressed market 
prices and thus incentives to growers. This year, however, the government 
took a major step forward and conducted a successful price support campaign 
by procuring 550,000 tons of foodgrain at a fixed floor price. Modest reforms 
were also made in the ration system. But further efforts are needed to direct 
the system more toward the poor and to reduce the burden of food subsidies 

on the budget; for example, by reducing the rice quota for more affluent 

card holders and raising the ration price of rice. 


Industry: Bangladesh's small industrial sector, which accounts for 7.4 per- 
cent of GDP, is dominated by jute goods, cotton textile spinning and weaving 
and sugar. Fertilizer, leather, pharmaceuticals, paper and chemicals are 
other significant industries. Industrial output grew by about ten percent 
in FY 1977/78 because of more adequate supplies of raw materials and strong 





world demand for jute goods. Nevertheless industry has barely recovered from 
a severe decline which began in 1972 after Independence when most industries 
were nationalized. After 1975 when the current government came to power, it 
began to "disinvest" some state-owned units; 84 have been sold to private 
investors and 51 more are on the disinvestment list. However the government 
still operates over 400 units in many sectors which represent 75 percent of 
Bangladesh's industrial assets and produce 60 percent of industrial output. 
The key industries -- jute goods, cotton spinning and machine weaving and 
sugar -- have been reserved for state ownership. 


The performance of the state industries has been poor, with a few exceptions. 
As presently operated, they are an obstacle to growth and resource mobiliza- 
tion and a burden on Bangladesh's already overstressed bureaucracy. Weak 
management, diversion of funds, poor maintenance, overcentralized control by 
government ministries and unrealistic pricing policies are common problems. 
The results are large deficits, which the government has financed. The jute 
goods industry, for example, Bangladesh's most important, will run.a deficit 
of $33 million in 1977/78, notwithstanding high world prices for jute goods. 
The performance of cotton textiles, the second largest sector, has also been 
weak although a more rational yarn pricing policy should bring improvement 
this year. 


Domestic Investment: Since 1975 the BDG has welcomed greater participation 
by private investors. The ceiling for new private investment has been raised 
to $7 million and special tax and credit facilities are available. Bangla- 
deshi investors are beginning to respond. In 1977/78 approximately $133 
million in new domestic private investment was approved (although much of 
this remains undisbursed) and new projects are being considered. Even so, 
more must be done to attract private investment as an alternative to aid 
and to bolster business confidence. The memory of the economic radicalism 
of the pre-1975 era remains, and local businessmen are concerned about the 
dominant role of the state sector and the lack of compensation for assets 
seized in 1972. 


Foreign Investment: Total direct foreign investment in Bangladesh is esti- 
mated at roughly $200 million. Most are pre-1947 British investments but 

there are others including two U.S. pharmaceutical firms which date from the 
Pakistan period. U.S. investment is less than $10 million. Since 1976 the 
BDG has welcomed private foreign investment as a source of capital, technology, 
jobs and exports. It offers liberal tax holidays and repatriation of profits 
and salaries and individual arrangements may be negotiated. Labor is cheap 
and abundant, and local tusinessmen are eager to collaborate. Joint ventures 
in which the foreign partner provides the foreign exchange are preferred but 





management contracts, licensing and third party arrangements are welcome. 
All projects require approval by the Investment Board. To ease red tape, 
the Department of Industries is planning a "one window" coordinating office. 
As a result of liberalized policies, interest by foreign investors has 
revived. Seventeen million dollars in new applications were approved in FY 
1978 and other projects are being studied. 


Although Bangladesh's population is vast, its domestic market is small due to 
extreme poverty. An exception is pharmaceuticals, the fastest growing 

area for foreign investment. There is also potential for investment in 
exports such as seafood, electronics, garments, processed foods and other 
labor-intensive products. Bangladesh's cheap and abundant natural gas may 
also attract investment in petrochemicals. 


Trade: Exports have grown at a respectable rate in recent years -- from $388 
million in FY 1976 to about $497 million in FY 1978. Strong world demand for 
jute and jute goods, which contributed about 70 percent of earnings, were 

the main factors. Other major exports -- tea, untanned leather and frozen 
shrimp -- also did well. A much greater export effort is needed, however, 

to reduce reliance on foreign aid which now finances almost two-thirds of 
imports, estimated at $1.3 billion or more for FY 1978. This will require 
great expansion of the export sector, especially in industry, attention to 
marketing, and appropriate exchange rate policies. 


The BDG's export expansion strategy stresses diversification, less reliance 
on jute and more "non-traditional" exports such as seafood, paper and manu- 
factured products, which now contribute less than ten percent of all exports. 
Exporters are offered incentives such as cheaper credit, more import priv- 
ileges and rebates on income and customs taxes. The BDG is also planning 

an export processing/manufacturing zone at the port city of Chittagong to 
attract foreign and domestic investors. The U.S., Bangladesh's largest 
customer, purchased $72 million, or 17 percent of Bangladesh's exports in 

FY 1977 -- mainly jute carpet backing, hessian and jute cotton bagging. 


3udget, Monetary and Fiscal Policies: After three years of rampant inflation 


when government expenditures exceeded budget goals by more than 40 percent, 
the BDG launched a successful stabilization program in 1975. Since then 
finances have been prudently managed, but inflation remains a problem. In 
1976/77, a sluggish year for the economy, prices were up 11 percent. Prices 
rose 17 percent during the year ending in March 1978 because of a budget 
deficit, higher food prices caused by the government's price support program, 
some supply shortages and a 25 percent boost in the money supply. Recently > 





inflationary pressures appear to have eased; credit has been tightened and 
the government will attempt to halve monetary growth in FY 1979. 


Although revenues were up 23 percent in 1977/78, an estimated budget deficit 
of $83 million -- about eight percent over planned expenditures -- is pro- 
jected. This is a result, among other things, of more rapid disbursement 

of foreign aid for development projects which created a need for greater 
taka expenditures, a ten percent increase in sales of subsidized fertilizer, 
unplanned cash foodgrain imports in 1977 and higher public sector wages. 

The gap between taka revenues and necessary expenditures is a problem which 
slows development, and the government must therefore give high priority to 
raising more domestic resources. Increased direct tax collections, which 
now contribute only 13 percent to revenues, can help, especially from agri- 
culture which is largely untaxed. There is also great scope for reducing 
expenditures by cutting the myriad subsidies on goods and services which 
riddle the economy. The most obvious targets are heavy subsidies on food, 
jute exports, water, electricity and transportation. Fertilizer subsidies 
will be reduced slightly but in a phased manner to ensure that higher prices 
do not discourage fertilizer use and production gains by poor farmers. 

Great savings can also be achieved by more rapid divestiture of money-losing 
state enterprises, tighter financial discipline in the state sector and 
closer scrutiny of development projects. 


Balance of Payments, Foreign Exchange and Debt Service: Bangladesh's esti- 
mated FY 1978 trade deficit of $800 million will be financed in part with 


aid and remittances from Bangladeshis abroad. (Remittances have been running 
at about $8 million a month and may reach $100 million in FY 1979.) A $100 
million balance of payments deficit is projected. Foreign exchange reserves 
will be about $270 million at the beginning of FY 1979 but are expected to 
decline somewhat thereafter because of increased imports. However with con- 
tinuing foreign aid and moderately improved exports, Bangladesh should be 
able to pay its debts as it has in the past. Service payment on disbursed 
foreign debt is now running at about $62 million a year but will rise sharply 
in the early 1980's when principal payments on current loans begin. The BDG 
seeks conversion of previous aid loans to grants and future bilateral aid 

on a pure grant basis. 


Aid: Because of its compelling needs, Bangladesh receives aid from most 
sources, including the World Bank, ADB, UNDP, the U.S. and many other nations. 
There are also dozens of private voluntary aid organizations active in many 
fields. Most large donors, except the socialist countries and OPEC nations, 
participate in the Bangladesh Aid Group which is led by the World Bank and 
meets annually with BDG officials to review development performance and aid 
levels. U.S. aid, which has totaled more than $1.2 billion since Independence, 
will exceed $175 million in 1978/79 of which about $110 million will be PL-480 
commodities. In addition to food aid commodity assistance, U.S. aid stresses 
agriculture, family planning and rural development. 





For 1978/79 donors pledged new aid of about $1.2 billion, the majority in 
grants. This level is expected to continue or increase, although there are 
serious limits to Bangladesh's ability to absorb aid. Food and commodity 
aid are easily consumed, but implementation of project aid has consistently 
lagged. Disbursement improved in FY 1978 to about $250 million compared to 
$147 million in FY 1977. But a $1.5 billion pipeline of project aid remains 
at the outset of FY 1979. The causes are cumbersome procedures and insuf- 
ficient management and technical capacity to handle large development pro- 
jects. The growing migration of trained Bangladeshis to the Middle East 

and other areas has aggravated this problem. 


Energy: Bangladesh has substantial proved reserves of natural gas. Geo- 
logical signs suggest total reserves could exceed five trillion cubic feet. 
There are seven main inland fields. Another has recently been discovered 
offshore in the Bay of Bengal, but remains undeveloped. Petrobangla, the 
state oil exploration company, invites foreign oil and gas exploration 
under a production-sharing formula. Four foreign companies have drilled 
offshore wells since 1975 but no oil has yet been discovered. Two ferti- 
lizer plants are in operation, another is under construction and a fourth 
is planned. The BDG is interested in developing LNG for export and foreign 
companies are now exploring gas-based projects. 


Opportunities for U.S. Exports: U.S. exports to Bangladesh were about $156 


million in CY 1977. Bulk commodities such as foodgrain, cotton, edible oil 
and tallow financed by PL-480 aid or other aid sources such as IDA, which 
provides about $75 million annually in commodity loans, offer the best pros- 
pects. There are also opportunities for supplying equipment, usually under 
aid-financed international tenders, in such areas as railways, communications, 
power transmission and water treatment. There are also significant oppor- 
tunities for U.S. consulting and engineering firms to bid on numerous aid- 
financed infrastructure projects. U.S. firms who wish to do business in 
Bangladesh are advised to appoint a local agent. 


Available by subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402. Annual subscription, $37.50. Foreign mailing, $9.40 
additional. Single copies, 50 cents, available from Publications Sales Branch, Room 1617, U.S. Department of Commerce, Washington, D.C. 20230. 
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ment of Commerce. 

A Country Marketing Manager is responsible for a country 
or group of countries as listed below. Assistance or informa- 
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Area Extension 
Africa 


Algeria, Libya, Morocco, Tunisia 
Remainder of Africa (except Egypt) 
Europe 
France and Benelux Countries 
Germany and Austria 
Italy, Greece and Turkey 
Nordic countries 
Spain, Portugal, Switzerland and Yugoslavia 
United Kingdom and Canada 


Far East 


Australia and New Zealand 
Fast Asia and Pacific 
Japan 

Southeast Asia 


Latin America 
Brazil, Argentina, Paraguay and Uruguay 
Mexico, Central America, and Panama 
Remainder of South America and Caribbean 
countries 


Near East 


Bahrain, Iraq, Jordan, Kuwait, Lebanon, Oman, 
Peoples Democratic Republic of Yemen, Qatar, 
Saudi Arabia, Syria, United Arab Emirates, 
Yemen Arab Republic 

Iran, Israel, Egypt 


Eastern Europe 
USSR 
Peoples Republic of China 





